THE AMERICAN ECONOMIC REVIEW 
VOLUME LXXIXx 


BOARD OF EDITORS 
GEORGE A. AKERLOF DALE T. MORTENSEN 
JAMES E. ANDERSON MAURICE OBSTFELD 
TIMOTHY F. BRESNAHAN EDGAR O. OLSEN 
HENRY S. FARBER JOHN G. RILEY 
MARJORIE A. FLAVIN RICHARD ROLL 
ROBERT P. FLOOD Davip E. M. SAPPINGTON 


CLaup1a D. GOLDIN KENNETH J. SINGLETON 
Jo ANNA GRAY ROBERT S. SMITH 


KENNETH L. JuDD BARBARA J. SPENCER 


JOHN H. KAGEL RICHARD TRESCH 
~ JOHN F. KENNAN JOHN D. WILSON 


EDITOR 


ORLEY ASHENFELTER 


CO-EDITORS 
ROBERT H. HAVEMAN 
BENNETT T. McCALLUM 
HAL R. VARIAN 


THE AMERICAN ECONOMIC ASSOCIATION 
Executive Office: Nashville, Tennessee 


Editorial Office: 209 Nassau Street, Princeton, NJ 08542-4607 


Copyright 1989 


All Rights Reserved 


AMERICAN ECONOMIC ASSOCIATION 


‘ 
d 
4 


CONTENTS OF ARTICLES AND SHORTER PAPERS 


R. Eisner: Divergences of Measurement and The- 
ory and Some Implications for Economic 


B. Bernanke and M. Gertler: Agency Costs, Net 
Worth, and Business Fluctuations 

J. C. Stein: Cheap Talk and the Fed: A Theory of 
Imprecise Policy Announcements 

J. Bulow and K. Rogoff: Sovereign Debt: Is to 
Forgive to Forget? 

J. Farrell and C. Shapiro: Optimal Contracts with 
Lock-In 


T. R. Lewis and D. E. M. Sappington: Inflexibie 
Rules in Incentive Problems 

J. R. Markusen: Trade in Producer Services and 
in Other Specialized Intermediate Inputs ... . 

P. Srinagesh and R. M. Bradburd: Quality Distor- 
tion by a Discriminating Monopolist 

P. Howitt and H. Sinn: Gradual Reforms of Capi- 
tal Income Taxation 

K. E. Case and R. J. Shiller: The Efficiency of the 
Market for Single-Family Homes 

J. J. Heckman and B. S. Payner: Determining the 
Impact of Federal Antidiscrimination Policy 
on the Economic Status of Blacks: A Study of 
South Carolina 

J. H. Bishop: Is the Test Score Decline j 
ble for the Productivity Growth Decline? .. . . 


M. M. Knetter: Price Discrimination by U.S. and 


G. W. Gardner and K. P. Kimbrough: The 
Behavior of U.S. Tariff Rates 


R. A. McGuire and R. L. Ohsfeldt: Self-Interest, 


Agency Theory, and Political Voting Behavior: 
The Ratification of the United States Constitu- 


T. F. Pogue and L. G. Sgontz: Taxing to Control 
Social Costs: The Case of Alcohol 

T. J. Holmes: The Effects of Third-Degree Price 
Discrimination in Oligopoly 

K. Basu: Technological Stagnation, Tenurial Laws, 
and Adverse Selection 

J. P. Formby, T. G. Seaks, and W. J. Smith: On 


the Measurement and Trend of Inequality: A 
Reconsideration 


J. L. Carr: Government Size and Economic 
Growth: A New Framework and Some Evi- 
dence from Cross-Section and — 
Data: Comment 


Y. Ishii: Measures of Risk Aversion and Com- 
parative Statics of Industry Equilibrium: 


W. Buijink and M. Jegers: Accounting _ tes of 
Return: Comment 


C. J. Simon: The Effect of the 1933 Securities Act 
on Investor Information and the Performance 
of New Issues 

J. H. Cochrane: The Sensitivity of Tests of the 
Intertemporal Allocation of Consumption to 
Near-Rational Alternatives 


V. A. Ramey: Inventories as Factors of Production 
and Economic Fluctuations 

J. Ochs and A. E. Roth: An Experimental Study of 
Sequential Bargaining 

A. Rubinstein: The Electronic Mail Game: Strate- 
gic Behavior Under “Almost Common Knowl- 
edge” 

J. Conlisk: Three Variants on the Allais Ex- 


J. C. Cox and S. Epstein: Preference Reversals 
Without the Independence Axiom 


R. H. Gordon and J. D. Wilson: Measuring the 
Efficiency Cost of Taxing Risky Capital, In- 


J. Bound: The Health and Earnings of Rejected 
Disability Insurance Applicants 


A. S. : Economic and Mechanical 
Models of Intergenerational Transmission .. . 


G. S. Becker: On the Economics of the Family: 
Reply to a Skeptic 


D. S. Evans and L. S. Leighton: Some Empirical 


J. P. Hoehn and A. Randall: Too Many Proposals 
Pass the Benefit Cost Test 


C. Kowalezyk: Trade Negotiations and World 
J. S. Zax: Is There a Leviathan in Your Neighbor- 


K. F. Forbes and E. M. Zampelli: Is Leviathan a 


32 
43 295 
51 
319 
69 . 
85 
355 
96 
106 385 
| | 
| 
178 ‘EF. Helpman: The Simple Analytics of Debt-Equity * 
German Exporters .................... 18 F. D. Lewis: Dependents and the emand for Life 
211 O. de La Grandville: In Quest of the Slutsky Dia- 
235 
- ” L. G. Kletzer: Returns to Seniority After Perma- 
M. Paglin: Reply 28 
| 267 560 
V. V. B. Rao: Comment................... 272 
iii 
) 


W. E. Oates: Searching for Leviathan: A Reply 
and Some Further Reflections 

E. Dietzenbacher: The Dynamics of Population 
Growth, Differential Fertility, and Inequality: 


J. E. Harrington, Jr.: If Homo Economicus Could 
Choose His Own Utility Function, Would He 
Want One with a Conscience? Comment ... . 


H. Levy: Two-Moment Decision Models and Ex- 
pected Utility Maximization: Comment 

H.-W. Sinn: Comment 

J. Meyer: Reply 

J. Willner: Price Leadership and Welfare Losses 
in U.S. Manufacturing: Comment 


K. K. Lewis: Changing Beliefs and Systematic Ra- 
tional Forecast Errors with Evidence from For- 
eign Exchange 

K. A. Froot and P. D. Klemperer: Exchange Rate 
Pass-Through When Market Share Matters . . . 


O. J. Blanchard and D. Quah: The Dynamic Ef- 
fects of Aggregate Demand and Supply Distur- 


D. S. Hamermesh: Labor Demand and the Struc- 
ture of Adjustment Costs 

B. Jovanovic and S. Lach: Entry, Exit, and Diffu- 
sion with Learning by Doing 

D. O. Stahl II: Oligopolistic Pricing with Sequen- 
tial Consumer Search 

A. Cukierman and A. H. Meltzer: A Political The- 
ory of Government Debt and Deficits in a 
Neo-Ricardian Framework 


T. F. Cooley and G. D. Hansen: The Inflation Tax 
in a Real Business Cycle Model 

G. W. Harrison: Theory and Misbehavior of 
First-Price Auctions 

C. Eckel and C. A. Holt: Strategic Voting in 
Agenda-Controlled Committee Experiments . . 

J. M. Abowd: The Effect of Wage Bargains on the 
Stock Market Value of the Firm 


S. McConnell: Strikes, Wages, and Private Infor- 


S. B. Vroman: A Longitudinal Analysis of Strike 
Activity in U.S. Manufacturing: 1957-1984 .. 

A. Harrison and M. Stewart: Cyclical Fluctuations 
in Strike Durations 

R. Morck, A. Shleifer, and R. W. Vishny: Alterna- 
tive Mechanisms for Corporate Control 

M. Eichenbaum: Some Empirical Evidence on 
the Production Level and Production Cost 
Smoothing Models of Inventory Investment . 

Y. Dokko and R. H. Edelstein: How Well Do 


Economists Forecast Stock Market Prices? A 
Study of the Livingston Surveys 


J. W. Faust: Supernovas in Monetary Theory: 
Does the Ultimate Sunspot Rule Out Money? 


C. Blackorby and R. R. Russell: Will the Real 
Elasticity of Substitution Please Stand Up? . . . 


P. Weil: Increasing Returns and Animal Spirits . 


R. Dusansky: The Demand for Money and Goods 
in the Theory of Consumer Choice with Money 


D. I. Levine: Just-Cause Employment Policies 
When Unemployment Is a Worker Discipline 


J. R. Lott, Jr.: Reply 


P. Asch and D. T. Levy: Speeding, Coordination, 
and the 55-MPH Limit: Comment 


R. Fowles and P. D. Loeb: Comment 
D. W. Snyder: Comment 
C. A. Lave: Reply 


P. E. Graves, D. R. Lee, and R. L. Sexton: Statutes 
versus Enforcement: The Case of the Optimal 


A. B. Jaffe: Real Effects of Academic Research . . 
J. N. Brown: Why Do Wages Increase with 


S. Borenstein and P. N. Courant: How to Carve a 
Medical Degree: Human Capital Assets in Di- 
vorce Settlements 

S. Dowrick and D. Nguyen: OECD Comparative 
Economic Growth 1950-1985: Catch-Up and 
Convergence 


D. Usher: The Dynastic Cycle and the Stationary 


A. L. Bovenberg: The Effects of Capital Income 
Taxation on International Competitiveness and 
Trade Flows 


G. M. Grossman and J. A. Levinsohn: Import 
Competition and the Stock Market Return to 


T. Jappelli and M. Pagano: Consumption and 
Capital Market Imperfections: An Interna- 
tional Comparison 

D. H. Papell: Monetary Policy in the U.S. Under 
Flexible Exchange Rates 


S. Ozier: On the Relation Between Reschedulings 
and Bank Value 


R. B. Barsky: Why Don’t the Prices of Stocks and 


Bonds Move Together? 1132 


OQ. J. Blanchard: A Traditional Interpretation of 
Macroeconomic Fluctuations 11 


N. Economides: Desirability of Compatibility in 
the Absence of Network Externalities 

I. Hansson and C. Stuart: Social Security as Trade 
Among Living Generations 

J. D. Wilson: On the Optimal Tax Base for Com- 


| 
331 F. Gahvari: Licensing and Nontransferable Rents: 
| 
| 
+ 621 
674 
992 
690 
700 1010 
733 1045 
| 
763 
- 
| 
827 
1165 
1182 
iv 


A. Glazer: Politics and the Choice of Durability . . 1207 
J. Farrell and R. Gibbons: Cheap Talk with Two 
M. M. Pitt and J. Slemrod: The Compliance Cost 
of Itemizing Deductions: Evidence from Indi- 
vidual Tax 1224 
W. E. Oates, P. R. Portney, and A. M. McGart- 
land: The Net Benefits of Incentive-Based Reg- 
ulation: A Case Study of Environmental Stan- 
D. Friedman: The S-Shaped Value Function as a 
Constrained Optimum ................. 1243 


D. A. Black and W. H. Hoyt: Bidding for Firms . . 1249 

C. F. Camerer: Does the Basketball Market Be- 
lieve in the ‘Hot Hand,?................ 1257 

G. Schmitt: Simon Kuznets’ “Sectoral Shares in 
Labor Force”: A Different Explanation of His 
(I+S)/A Ratio .............. 1262 


J. L. Knetsch: The Endowment Effect and Evi- 
dence of Nonreversible Indifference Curves .. 1277 


R. Dusansky: Diamonds Are a Government’s Best 


Friend: Burden-Free Taxes on Goods Valued 
for Their Values: Comment.............. 1285 


R. McClelland: Voluntary Donations and Public 
Expenditures in a Federalist System: Com- 


N. V. Long: On the Organization of Rural Mar- 
kets and the Process of Economic Develop- 


A. Drazen and Z. Eckstein: Reply............ 1299 


M. P. Leidy: The Theory of International Eco- 
nomic Sanctions—A Public Choice Approach: 


W. H. Kaempfer and A. D. Lowenberg: Reply . . . 1304 


v 


CONTENTS OF THE PAPERS AND PROCEEDINGS 


Richard T. Ely Lecture 

H. J. Aaron: Politics and the Professors Revisited 

Reforms under Socialism: Implications for U.S. 
Policy 

E. A. Hewett: Economic Reform in the USSR, 
Eastern Europe, and China: The Politics of 


R. F. Dernberger: Reforms in China: Implications 

F. D. Holzman: Reforms in the USSR: Implica- 
tions for U.S. Policy 


Exchange Rate Policy 
P. Krugman: The J-Curve, the Fire Sale, and the 


M. Feldstein: The Case Against Trying to Stabi- 
lize the Dollar 

J. Williamson: The Case for Roughly Stabilizing 
the Real Value of the Dollar 


Effectiveness of Educational Resources 


E. A. Hanushek: Expenditures, Efficiency, and Eq- 
uity in Education: The Federal Government’s 


H. M. Levin: Economics of Investment in Educa- 
tionally Disadvantaged Students 


P. Taubman: Role of Parental Income in Educa- 


Economics of the Family 

R. I. Lerman: Employment Opportunities of 
Young Men and Family Formation 

C. Rexroat: Economic Transformation, Family 
Structure, and Poverty Rates of Black Chil- 
dren in Metropolitan Areas 


D. A. Macpherson and J. B. Stewart: The Labor 
Supply and School Attendance of Black 
Women in Extended and Nonextended 


The Quality of Life 

A. O. Hirschman: Having Opinions—One of the 
Elements of Well-Being? .............. 

R. H. Frank: Frames of Reference and the Quality 


Current Issues in Social Security 


H. J. Aaron and G. Burtless: Fiscal Policy and the 
Dynamic Inconsistency of Social Security 


B. D. Bernheim and L. Levin: Social Security and 
Personal Saving: An Analysis of Expecta- 
tions 


M. Honig and C. Reimers: Is It Worth Eliminating 
the Retirement Test? 


Tax Policy for the Next Administration 


M. Feldstein: Tax Policy for the 1990s: Personal 
Saving, Business Investment, and Corporate 


U.S. Trade Policy: Short-Term Pressures and 
Long-Term Strategy 


R. Z. Lawrence: Protection: Is There a Better 


W. R. Cline: Macroeconomic Influences on Trade 


R. E. Baldwin: U.S. Trade Policy: Recent Changes 
and Future U.S. Interests 


Economic Theory and Economic Policy 
N. L. Stokey: Reputation and Time Consistency 


J. S. Jordan: The Economics of Accounting Infor- 
mation Systems 


Financial Deregulation: Next Step 

P. M. Horvitz: The FSLIC Crisis and the South- 
west Plan 

G. Garcia: The Lender of Last Resort in the Wake 
of the Crash 


H. Baer: Expanded Powers After the Crash(es) . . 


Whither Unions? 

L. N. Edwards: The Future of Public Sector 
Unions: Stagnation or Growth? ......... 

H. S. Farber: Trends in Worker Demand for 
Union Representation 

A. E. Eaton and P. B. Voos: The Ability of Unions 
to Adapt to Innovative Workplace Arrange- 


What Can Economics Contribute to Social Policy? 
L. H. Summers: Some Simple Economics of Man- 
dated Benefits 


L. J. Kotlikoff: On the Contribution of Economics 
to the Evaluation and Formation of Social 
Insurance Policy 


E. M. Gramlich: Economists’ View of the Welfare 


Perspectives on Economic Development 
J. E. Stiglitz: Markets, Market Failures, and 
Development 


R. Dornbusch and A. Reynoso: Financial Factors 
in Economic Development 


123 


A. M. Rivlin: The Continuing Search for a Popu- 
36 
4 
140 
146 
tional Attainment ................... 57 151 
161 
<4 166 
| 
| 
; 5 177 
: O. Stark: Altruism and the Quality of Life ..... 86 
197 
vi 


Issues Posed by High Unemployment in Europe 

B. Bernanke and M. Parkinson: Unemployment, 
Inflation, and Wages in the American De- 
pression: Are There Lessons for Europe? . . . 

R. Layard and S. Nickell: The Thatcher Miracle? 

R. J. Gordon: Hysteresis in History: Was There 
Ever a Phillips Curve? 


Economic Education: Factors Effecting Student 
Learning 

J. A. Heath: An Econometric Model of the Role 
of Gender in Economic Education 

S. L. W. Rhine: The Effects of State Mandates on 
Student Performance 


M. Watts and G. J. Lynch: The Principles Courses 
Revisited 


Economics of the Education Industry 

R. J. Murnane and R. J. Olsen: Will There be 
Enough Teachers? 

E. James, N. Alsalam, J. C. Conaty, and D. To: 
College Quality and Future Earnings: Where 
Should You Send Your Chiid to College? . . . 

M. S. McPherson, M. O. Schapiro, and G. C. 
Winston: Recent Trends in U.S. Higher Edu- 
cation Costs and Prices: The Role of Govern- 


Macroeconomic Interactions and the Conduct of Na- 
tional Policies in the Global Economy 

J. F. Helliwell: Reducing International Imbal- 
ances: Evidence from Multicountry Models 

D. Currie and S. Wren-Lewis: Evaluating Blue- 
prints for the Conduct of International Macro 


T. Moutos and D. Vines: The Simple Macroeco- 
nomics of North-South Interaction 


Applied General Equilibrium Analysis 

J. Berkovec and D. Fullerton: The General Equi- 
librium Effects of Inflation on Housing Con- 
sumption and Investment 

S. Devarajan and D. Rodrik: Trade Liberalization 
in Developing Countries: Do Imperfect Com- 
petition and Scale Economies Matter? ..... 

G. W. Harrison, T. F. Rutherford, and I. Wooton: 
The Economic Impact of the European Com- 
munity 


Labor Market Transitions of Women 


R. M. Blank: The Role of Part-Time Work in 
Women’s Labor Market Choices over 


S. Kahn and H. Griesinger: Female Mobility and 
the Returns to Seniority: Should EEO be 
Concerned with Promotion? ............ 

J. O'Neill, M. Brien, and J. Cunningham: Effects 
of Comparable Worth Policy: Evidence from 


American Income Inequality 


S. Danziger, P. Gottschalk, and D. 
How the Rich Have Fared, 1973-87 

E. Gramlich, R. Kasten, and F. Sammartino: Deficit 
Reduction and Income Redistribution 

J. Coder, L. Rainwater, and T. Inequal- 
ity among Children and Elderly in Ten Mod- 
ern Nations: The U.S. in an International 
Context 


Reexaminations of Tax Incidence 
J. M. Poterba: Lifetime Incidence and the Distri- 
butional Burden of Excise Taxes 


D. S. Bizer and K. L. Judd: Taxation and Uncer- 
tainty 


Economists and National Health Policy 

U. E. Reinhardt: Economists in Health Care: Sav- 
iors, or Elephants in a Porcelain Shop? .... 

D. P. Rice: Health and Long-Term Care for the 
Aged 


K. Davis: National Health Insurance: A Proposal 


Economic Fluctuations as Coordination Failures 

S. Chatterjee and R. Cooper: Multiplicity of Equi- 
libria and Fluctuations in Dynamic Imper- 
fectly Competitive Economies 

Vv. V. Chari, L. E. Jones, and R. E. Manuelli: 
Labor Contracts in a Model of Imperfect 
Competition 

B. Greenwald and J. E. Stiglitz: Toward a Theory 


Principles to Guide Macroeconomic Policy in the 
Coming Years 

A. Lindbeck and D. J. Snower: Macroeconomic 
Policy and Insider Power 


M. Olsen: A Microeconomic Approach to 
Macroeconomic Policy 


S. Fischer and L. H. Summers: Should Govern- 
ments Learn to Live with Inflation? ....... 


300 
210 
Washington State SB 
220 
310 
226 
315 
231 
... = 
325 
337 
353 
358 
......3..).. 
283 
. 
vii 


' 
: : 
4 
t 
dpe. 


THE AMERICAN ECONOMIC REVIEW 


December 1989 


VOLUME 79, NUMBER 6 


Certificate of Incorporation and Bylaws 
Nobel Memorial Lectures 


The Pretence of Knowledge - Friedrich August von Hayek 
The Equality Issue in World Development - Gunnar Myrdal 
Mathematics in Economics: Achievements, Difficulties, 
Perspectives - Leonid V. Kantorovich 


Biographical Listing of Members 
Biographies 
Facsimile of Questionnaire 
Classification of Members by 


Fields of Specialization 
Academic Affiliation 
Non-academic Affiliation 


Supplementary Information and Statistical Summaries 


Officers of the Association, 1983-89 
Honors and Awards 

Affiliated Organizations 

Other Economic Associations 

Analysis of Membership and Subscriptions 


Chairs of Departments of Economics in the United States 


General Information on the Association vii 
i I | | 


